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can expect average growth of | to 3 percent a year. That 
growth will widen our lead in comparison with the other 
countries of East Europe; but will not shorten our lag (or 
perhaps it will, but only slightly) behind West Europe. 


2. Within the real economy, the proportions of industry, 
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ing's favor. This is the content of macroeconomic struc- 
tural change, as well the goal to be achieved in it. 


















































Table 1 
Production, Aisocation of GDP(percent change in volume jovzr preceding year]) 

1992 S| im =| Cn 

Repert Forecast 
GDP 45 2 0 100 1-3 
Of which: ~ 
—industry 4 2 i 0 4 
—agneulture -14 -10 3 1 2 
—construction industry 1 ' ‘ 7 5 
other -2 -3 “I -2 4 
GDP’s domestic allocation 8 5 2 40-3 4 
Of which: 
—sersonal consumption -2 0 I -3 3 
— investment 4 ’ 7 8 6 
Export 1 1s 5 ? 
Import A 8 2 -2 7 
























































2 Hungary § February 1995 
Table 2 
Development of Internal-External Equilibrium _ 
1992 930 Ce ee ee 
Report Forecast 
CPi (percent) 23 23 23 24-26 20 
Unemployed (in thousands)* 66 650 600 $$0-600 $50 
Budget deficit (billion fonnts) 197 250 350 350-400 400 
Trade balance (billion dollars) 04 3 32 25 25 
Current balance (billion dollars) 03 28 3 25 2 




















“Number of registered unemployed at year's end 





3. On the national economy's level, the proportion of 
private ownership could reach between 60 and 65 per- 
cent by the turn of the millennium. A state sector of 
significant size and influence, but less efficient than the 
more flexibie private sector, will probably survive per- 
manently. Much semistate and state-dependent institu- 
tional ownership will remain. Former managers and 
government officials, and clients close to the present 
government will be the first movers and shakers of 
private ownership. 

4. Due to earlier excessive commitments by the state, the 
reduction of the state budget’s dominance and the nar- 
rowing of its deficit will continue until the turn of the 
millennium. The state budget’s present 64-percent share 
in the redistribution of incomes can be reduced only 
gradually. A difficult struggle will have to be waged for 
each percentage point of reduction. External resources, 
too, will be inevitable for the large state systems’ trans- 
formation and meaningful fiscal reform. Amidst the 
Stagnation that will persist until the mid-1990's, the 
budget deficit each year will exceed 5 percent of GDP, 
and an improvement will be conceivable only if growth 
does not occur at the budget deficit’s expense. 

5. To offset the external national debt and to start 
economic growth, the present rate of the influx of 
working capital from abroad, between $1 billion and 
$1.5 billion a year, will have to continue, and even more 
substantial investment will be needed. The influx of $1 
billion to $1.5 billion is only enough for zero growth. 
Unless a comprehensive modernization program supple- 
ments this influx, Hungary's prospects will diminish 
considerably. Regarding foreign investment, only the 
hope of maintaining its present level is realistic. We can 
hardly expect more foreign investment than that. 


The EC—and within it Germany, Austria and italy—will 
continue to constitute the main scope of our foreign 
trade. However, a condition for our potential growth is 
that Hungary cling to its markets in the former Soviet 
Union's and expand its trade with its neigh- 
bors and the EFTA [European Free Trade Association] 
countries. Hungarian investors have appeared and will 
be appearing in eastern countries to participate in their 
transformation. Expansion of our trade with the east 
could stabilize our economy and might become one of 
the sources of its future growth. 


6. We will have double-digit inflation, around 20 per- 
cent, until the end of the 1990's. Thereafter the inflation 
rate could start to drop slowly, and we might enter the 
range of single-digit inflation. But a sudden jump in the 
inflation rate, with signs of hyperinflation like in Russia, 
Ukraine, or Romania, can certainly be avoided. At the 
same time, it is easier to push the inflation rate down 
into the under-25-percent range than to force it down 
suddenly below 10 percent. (The implementation of 
fiscal, and the process of restructuring the economy will 
be exerting a steady inflationary pressure.) 

7. Relatively high interest rates will have to be retained 
until the commercial banks’ portfolios of bad loans will 
have been solved, either through privatization or the 
consolidation of loans. Another reason why interest rates 
will remain high is that the budget deficit may be 
balanced only by borrowing in the money markets. Thus 
we have to expect high interest rates until the mid-1990's 
(until 1995-1996). 


8. The present rate of unemployment, between 12.5 and 
13 percent, will remain steady. With bad luck, it could 
even approximate 18 percent. The real question is: At 
what point will the unemployment rate settle? In view of 
the economy's restructuring, of the difficulties in finding 
employment abroad, and of the new entrants into the 
labor market, the unemploynvent rate will drop slowly, 
and will settle by the end of the millennium somewhere 
around 10 percent (which means 500,000 unemployed). 
The distribution of unemployment throughout the 
country shows, and will continue to show, considerable 
unevenness: the unemployment rate is lower in Budapest 
and in the zone surrounding, the capital, also in the 
northwestern and western paris of the country; but it will 
be high in the northeastern and eastern parts. The 
difference might be as much as five- or sixfold. (In 1993, 

the unemployment rate in Budapest was less than 7 
percent, in contrast with over 30 percent in some 
mocroregions in the northeast.) 

9. Inequalities between regions will widen through the 
mid-1990"s. Besides the inequalities of income and 
wealth, inequaiity will also be reflected in the per capita 
infrastructure, in the indicators of the housing situation, 
in the founding of new businesses, and in the availability 
of jobs. While Budapest, its conurbation, and the north- 
western region will grow, the northeastern region's 
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steady decline can be expected. The extent of that 
decline might be reduced through a purposeful policy of 
regional development. 


10. Inequalities of income and wealth between social 
strata will continue to widen until the tura of the 
millennivm. Primarity the middle strata are bearing the 
brunt of the present transformation. The income ratio 
between the lowest and the highest decile might increase 
from fivefold to seven- or eightfold. The widening ine- 
qualities of income and wealth might slim down, and 
partially split apart, the middle strata. The danger is that 
develog rent might condemn between 20 and 25 percent 
of the population to permanent poverty, while conspic- 
uously high incomes appear in the uppez strata. An even 
worse situation is conceivable if the present trend con- 
tinues and only a third of the population will find a way 
out, while breakdown will await the remaining two- 
thirds. This extreme polarization will first have to be 
slowed down, and then stopped. 


Essential Elements of the Economic Policy To Be 
Followed 


Ownership, Business Assets Policy, Privatization 


The MSZP wants a mixed economy based on private 
ownership’s essential role and on the equality of all types 
of ownership—in other words. a mixed economy in 
which economic efficiency and the will of the economy's 
players determine the changes in the forms of ownership 
and in their composition. We recognize the dominance 
of individual private ownership and of private owner- 
ship in common, but at the same time we advocate 
competition-neutral legal, financial and operating condi- 
tions for all forms of ownership. We support such 
modern forms of ownership in common as collective 
ownership by local governments, public endowments, 
and cooperative members. 


On the basis of all this, we regard transformation of the 
structure of ownership as an important element of eco- 
nomic policy. While we recognize that privatization is an 
imporiant part of the economy's transformation and one 
of the conditions for economic growth, we do rot regard 
it as a panacea, the only means by which the Hungarian 
economy is able to extricate itself from deep recession. 


We reject privatization implemented on the basis of 
politics and ideology. In general, we do not approve of 
reprivatization, but we take cognizance of the results of 
the privatization, compensation and property restitution 
already carried out, and we guarantee security for the 
owners. We regard the quick conclusion and final closure 
of the compensation process as the most important 
condition for the security of ownership. We condemn 
distribution of assets that is discriminatory, partial or 
manipulative, or is based on political loyalty. 


In our view, the most important objectives and methods 
of privatization are as follows: 
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—Let privatization contribute to the economy's modern- 
izaiion, to the infusion of foreign and domestic cap- 
ital, to the adoption of modern technology and know- 
how, to the gaining of new markets, and to the 
domestic private sector's development, 


—Let privatization be realized by market methods, 
through competition among investors, openly—but 
without violating business interests—and under civic 
oversight. 

Within the framework of privatization, we support for- 

eign investment that involves real infusion of capital and 

technology transfer, and is able to improve the econ- 
omy’s structure and ability to compete. We intend to 
improve the conditions that such investment requires. 

Both the legal system and the fiscal and monetary system 

must provide incentives and encouragement for forcign 

investors. At the same time, no preference should be 
given to those investors, be they from among the 
domestic or foreign ones, who intend to restrict trade, 

— cut jobs or are seeking quick, short-term 

ts. 


We are convinced that the infrastructure cannot be 
developed successfully, social security cannot be created 
and social peace maintained, unless suitable business 
assets are transferred in the course of privatization to 
local governments and public endowments. (By local 
governments we mean the social insurance boards [as 
special local governments], and the municipalities [as 
general local governments]. Among the public endow- 
ments we include—in agreement with out conceptual 
plan for fiscal reform—the endor-ments for health care, 
higher education, science, culture and sports.) 


We deem a reduction important in the volume of busi- 
ness assets placed permanently or temporarily under 
state ownership. We believe that management of the 
state’s business assets is excessively centralized, and its 
efficiency low. We plan to decentralize privatization, 
which at present is considerably centralized; also to 
abolish the State Property Management Corporation and 
to curtail the authority of the State Property Agency 
(AVU). Upon placing the AVU under Parliament's over- 
ee ne oe ee 
erty-managing functions. 


We believe that privatization must be conducted with 
the enterprise managers’ involvement and participation. 
Effective privatization cannot be carried out against the 
managerial stratum's opposition. 

Special attention must be devoted to the privatization of 
banks. Putting the affairs of the commercial banks in 
order is one of the conditions for the Hungarian econ- 

omy's recovery, for secure lending, plugging the sources 
of losses, and eliminating financial difficuities. The firsi 
step is to clean up the banks’ portfolios of loans. The 
state must also play a role in this; the task cannot be 
shifted exclusively onto the banks or debtors. The con- 
solidation of bank loans must be carried out consistently 
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also among the debtors who have marketable products, 
and who are competitive and able to develop. 


After improving them, the banks must be privatized in a 
way such that the commercial banks’ capital intensity 
will increase by raising their capital stock, yet a Hun- 

garian majority interest in them will be preserved, while 
is ho ene damnaddine taeda tauiiantediaianes ent 
know-how are adopted. 


We do not support free privatization or grants of busi- 
ness assets. But we do support broader opportunities for 
management buyouts, sales of shares to small investors, 
employee stock ownership plans and the elaboration of 
favorable credit arrangements for them. We believe it is 
necessary to give trade unions and other interest- 
representing organizations an oversight role in the pro- 
cess of privatization. 

The proceeds from privatization must not be used to 
cover the budget deficit or to finance current state 
expenditures. The resources from privatization must be 
used for purposes of reorganization, to upgrade enter- 
prises, to finance job-creating investments or the infra- 
structure's development, and to help reduce the national 
debt. (Debt reduction could also mean decentralization 
of the obligations taken over from state enterprises 
before their privatization!) 


External Economic Strategy 


Hungary is an open econor:y, bound by thousands of ties 
to the world economy. The expansion and strengthening 
of external economic relations is one of the essential 
conditions for economic growth. 

Without the infusion of external resources, it would be 
impossible to consolidate the Hungarian economy and to 
ensure the conditions for its development. External 
resources are needed where: 


—We must depend on a net infusion of capital; 
—Markets have to be ensured for Hungarian products; 


—The economy needs technological modernization, 
which (in the widest sense) includes also the adoption 
of modern know-how. 

These external resources can be acquired only within the 
framework of regional cooperation and integration. 
Accession to the EC can ensure long-‘erm strategic 
resources for Hungary. This is the only main direction of 
integration that is feasible, and it has no meaningful 
alternative. But it cannot be accomplished in the short 
term: it presupposes lengthy and difficult adjustment, 
and consistent restructuring. To achieve full-fledged EC 
membership before the end of this millennium cannot be 
a realistic objective. The most important task during the 
next electoral cycle is to improve in Hungary's favor the 
conditions specified in our Europe Agreement. This 
means, first of all, improving the condition of our access 
to markets, and expansion of the resources necessary for 
the economy's modernization. 





for the countries in the region, and give them a breathing 
spell. Their counter trade can be based on the division of 
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through diplomatic efforts we became suppliers for the 
international aid shipments to various parts of the world, 
that would mean broader markets for Hungarian prod- 
ucts. 


We see new marketing opportunities in China, India, 
and other Third World countries able to pay for their 
imports. Furthermore, also in North America and the 
Far East. 


We encourage the establishment of duty-free areas in the 
country's border regions, and the founding of organiza- 
tions of the off-shore type. 


Environmental Protection 


Nature conservation and environmental protection are 
an integral part of the MSZP’s economic program, and 
special emphasis is being placed on them. They are 
inseparable from the economic program, yet a few of 
their basic principles have to be formulated separately as 
well. 


a. Domestic expenditure on environmental protection is 
between 0.5 and | percent of GDP, in contrast with 
between 1.5 and 2 percent (of the several times larger 
GDP) in Western countries. The state of our environ- 
ment demands that domesiic expenditure on its protec- 
tion be raised to between 1.5 and 2 percent of GDP, by 
1998-2000 at the latest. 


Our basic principle is that the environment's rehabilita- 
tion from damage to it over past decades is in entire 
society's interest, and must be society's goal and task. 
But rehabilitation from recent damage to the environ- 
ment must be the responsibility of those who caused the 


damage. 


b. While the socialist market economy is offering the 
prospects of decent living standards, production—an 
often also consumption—is destroying the environment 
and is depleting our natural resources. Our future path 
can be only natural development that does not cause 
further health impairment and protects the natural envi- 
ronment, and is therefore feasible also in the long run. 


c. Over the long term, economic policy is able to choose 
between developmental directions (material- and energy- 
intensity, adjustment to the world economy) that will 
have a strong impact on the environment. Certain devel- 
opmental directions within the individual se tors (the 
power industry, transport, the management of water 
resources, agriculture and forestry, mining, depressed 
industrial areas, etc.) could cause serious damage to the 
environment. 


Among the aspects that must be taken into account when 
making decisions, special attention must be devoted to 
environmental protection. To ensure that this actually 


happens and is done deliberately, environmental impact 
studies must be made mandatory during the preparation 
of the decisions. 


for 
be held in abeyance. Either the buyer or the seller may 
assume responsibility, and an agreement on that must be 
reached during the sale. The value of the sold business 
asset guarantees coverage of the rehabilitation costs. 


¢. The economic impact and costs must be taken into 
account when framing regulations to protect the environ- 
ment. Those methods must be employed with which the 
given environmental result can be achieved at the least 
cost, with the diversion of the least funds (economic and 
environmental efficiency), or where the costs of imple- 
menting the regulations (of the measurements, moni- 
toring, cic.) are low (administrative efficiency). Al the 
same time, the conditions for monitoring must be 
ensured. 


Agricultural Policy 


Initial Conditions: 


—In Hungary, in comparison with the countries of West 
Europe, food production constitutes a larger share of 
the economy. Agriculture employs and supports more 
people, and accounts for a larger proportion of total 
export carnings. 

—Our fertile soils, favorable climate, and farming tradi- 
tion. 

—Hungarian agriculture must produce the staple foods 
for the population's supply in a balanced manner, 
reliably, and at affordable prices. 


—The food economy [agriculture, the food industry, and 
procurement] must offer its workers a decent liveli- 
hood. Those who become unemployed in agriculture 
or in rural areas must be helped to find other work. 


domestic engineering, chemical and construction 
industries. A growing farm output contributes to the 
integral economy's growth and is one of the sources of 
its growth. 


—In the mediurn term, the agricultural market will 
remain protec ionist and subsidized. 


—In the long term, we will be able to export food 
products and will need to do so. Because of our 
economic situstion, we canno! afford to abandon 
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The gist of the MSZP’s agricultural policy is to create an 
efficient and competitive agriculture. The conditions for 
the means by which it is to be achieved, are as 


agncult 
ae ietadaed ceseliden a denen teak 


and geographic condi- 
tions, within the limits of what is economically reason- 
able. 

d. To promote the modernization of agriculture, the 


¢. To protect farmland and rural settlements, in entire 
society's interest. 


Security for Owners and Producers! 


We supported mixed ownership also in agriculture. 
Equal rights and conditions must be ensured for indi- 
vidual owners, as well as for owners in common, orga- 
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The ——— ; , 
who wish to farm jointly is intolerable. 

We support the privatization of the state's business 
assets, bul oppose the practice to date of squandering 
such assets. We condemn the giving away of business 
assets for political purposes, the selling of markets. 
Privatization is not an aim in itself, but one of the mcans 
for devising an effective system of incentives, for 
attracting capital, and for developing an efficient food 
economy 

the 


Seu Ts Ghicsoiiie t anaate enti: in toteeoiion 
and marketing. 


A new law must be enacted to regulate the ownership, 
use and leasing of farmland. The Land Law will have to 


Owners must be required to maintain farmiand in culti- 
vation. 


A new system of land tenure must be devised’, since 
tenant farmers are farming between 70 and 80 percent of 
the total area of farmland. Guarantees must b: created 
for tenant farmers that will provide adequate security for 
their businesses and ensure professional use of firmland. 


People need machinery, livestock and money to cultivate 
land that has been returned to them, but they do not 
have access to any of these things at present. The costs of 


strengthen domestic entrepreneurs, new owners, aad 
small farms. 


We are planning to abolish land tax, because profitability 
in the agricultural economy is low, the farm-price gap 
wide, ani therefore land rent cannot be realized. 

Developrrent of a new vertical integration within agri- 
culture is an «ssential clement of the Socialists’ concep- 
tual plan for agriculture and the food industry. It is not 

















was a function of the centrai will, of the balance of power 
at any given time, and of the financial strength of the 
individual of 


In the course of breaking up the state's business assets, 
along a significant proportion of the product paths it j 


known from Westerr cooperative systems—in which 
producers, processors and marketers, on the basis of 


farm. We believe it % only natural that different struc- 
tures of farms by size will evolve in individual bianches 


causing severe damage. 

The Socialists are advocating a cooperative-friendly agn- 
cultural policy. We are convinced that only cooperatives 
offer the majority of their members and retirees, and 
most new small farmers, a chance to survive in the cver 
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The decline in domestic food consumption must be 
halted, by stabilizing the standard of living. 


A successful Western-type system of market protection 
must be placed in operation, to restrict oversubsidized 
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10 Hungary 


—To modernize the system of taxes and payments that 
provide revenue for the state budget. Payments to the 
state budget must be harmonized with business~<ycie 
poucy. 

To elaborate rules of organization and procedure for the 


—To streamline the state budget's systems of record 
keeping, planning and reporting, so #3 to mak. them 
suitable for the clear differentiatio:. and presen ation 
of the performed functions and their incurred «osts. 
The conditions must be put in place for professional, 
fiscal and voluntary public auditing. 


Some Basic Elements of Fiscal Reform 


We will not venture on this occasion to expound in detail 
a specific program for the realization of the objectives 
outlined above (that will have to be left to a detailed 
professional program). Here we will merely single out 
those areas where the content of their transformation can 
be clearly identified and, to a large extent, also carred 
out during the next electoral cycle. 


Tax Policy, the Tax System 


The most important objectives of the tax policy to be 
pursued may be summed up as follows: 


—It must be stable and predictable, 


—And it must narrow the opportunities for tax avoid- 
ence and tax evasion. 


ee ee eee 
built on the present one that 1s already modern 


predominantly, on the implementation and effectiveness 
of the fiscal reform’s tasks that determine government 
expenditures, and on the rate and intensity of economic 
growth. Since results of an order of magnitude can 
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expected in cither area only ove: a longe, period of tre, 
the basis for significant tax cuts cannot be ensured 
be possibile in the case of some types of tax. A specific tax 
reduction during the next four years will depend on when 
and how successfully we are ablc to broaden the tax hase. 
to direct back into the channels of taxation a propertion 
of the incomes, consumption and turnover thal now 
evade taxation. Therefore. the broadening of the tax hase 
is not merely a fiscal issue. rather, it serves the interests 
of a mayonty within society and 15 an important tool for 
achieving sharing of the tax burden. (The 
vealization of that objective requires not only cicar, 
lasting and enforceable regulations. but also stiff penal- 
ties for tax evasion and corruption, as well as reinforce- 
ment of the economic police, tax auditors and customs 
inspectors ) 

The tax structure's trar.sformation basically means that, 
among the state budget's revenues, the proportion of the 
taxes on individual incomes and ent epreneurial profits 
must be reduced gradually, while :arsing ai the same 
time the proportion of taxes on final consumption and 
on the accumulation of wealth. 


An important objective is to graduall: phase out the tax 
structure's marginal clements, or rather the extremely 
perplexing forms of payment that provide revenuc for 
some of the decentralied funds. 


On the basis of the preceding. the following tax structure 
a oo a ane a7 one 


—Value-added tax [VAT], 
—Excise tax, 


— 


The fiscal reform, and the corrections that are to be 
implemented during the first half of the next clectoral 
cycle, may be summed up as follows: 


The present VAT system, which still has three rates, will 
have to be replaced with a system that has only two. The 
gap between the two extreme rates must be narrowed On 
the basis of the price ratios, tax receipts and interna- 
tional experience, rates of about 10 and 20 percent scem 
optimal for Hungary. Parallel with abolishing the sero 
rate when amending the VAT system, provisions for 
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will have to be made in order to prevent the worsening of 
social problems. Unfortunately, when the present gov- 
ernment raised the 6-percent rate to 10 percent, it 
neglected to lower simultaneously the 25-percent rate. 
That haphazard move has rendered impossible for 
decades the attainmert of optimal VAT rates. 


Excise taxes will have to be broadened to cover all 
so-called regiz products (alcohol, tobacco, coffee, choco- 
late, precious metals, and petroleum products) and lux- 
uries. It will be possible to raise the level of excise taxes 
only in line with inflation, because any further increase 
would already have a consumption-curbing effect. 


The most important objective in taxing incomes ard 
profits is to provide effective incentives for investment 
and savings, and to narrow the difference between the 
taxing of earned income and capital income. The rate of 
corporate income tax could be lowered considerable (to 
between 20 and 30 percent)! 


In both corporate and individual income tax, preference 
must be given to investment in plant and equipment, 
and in housing. Depreciation must be freed, and 
charging it to costs must be allowed. The preferential tax 
treatment of savings, investment and other forms of 
capital accumulation (privatization and the purchase of 
securities, for instance} must be equal. At the same time, 
incremental wealth above a certair: limit (including reai 
estate, securities, and the capital of entrepreneurs) 
should be liable to a duty similar to wealth tax. (But the 
duty on the conveyancing of apartments or homes must 
not be raised!) The duty on incremental wealth will be a 
new element in the tax structure. Its tatroduction will be 
feasible once the conditions for recordkeeping and 
auditing have been put in place. The extreme differences 
in wealth, the fact that entrepreneurs evade paying taxes 
on a substantial proportion of their incomes, as well as 
realization of the principle of sharing the tax burden 
proportionately—they all warrant equally the incremen- 
tal-wealth duty’s introduction. Parallel with the taxing of 
incremental wealth, it will be necessary to lower imme- 
diately the upper rate of individual income tax! (It would 
be difficult to put in place the conditions— 
recordkeeping, and auditing—for a universal wealth tax. 
In a period of capital accumulation, moreover, such a tax 
would sharply curtail the incentive to invest.) 


The taxing of incremental wealth will have to be harmo- 
nized with the tax system's incentives for investment, 
capital expenditure, and privatization. 

In the interest of stimulating investment and capital 
expenditure, and of ending the difference between taxing 
earned income and capital income, it will be necessary to 
combine for tax purposes the incomes that are in the 
nature of dividends. Once deposits begin to earn real 
interest and tax withholding on interest payments has 
been abolished, it will be necessary to end the taxation of 
the interest on foreign-exchange deposits as well. In the 
case of both corporate and individual income tax, cost 
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deductions must be reviewed and limited. At the same 
time, the minimum income tax should be abolished. 
In the system of individual income tax, revaluation of 
the income brackets to keep pace with inflation will be 
unavoidable. The same is true of gradually reducing the 
number of income brackets and tax rates, and eventually 
also of lowering the rates. Contrary to frequent populist 
suggestions, Hungary must not change over to taxing 
family incomes. That would be to the disadvantage of a 
majority of families in Hungary, for the following rea- 
sons: 


—The allowance would be the bigger. the hieher the 
ble j C tly, the all id 
benefit taxpayers with outstandingly high incomes; 
—As the number of dependents rose, the allowance per 
capita would decline; 
—The scheme would discriminate against single persons 
(including also single-parent or “*vorced families), in 
favor of married couples. 
Instead of taxing family incomes, within the taxation of 
individual incomes it will be expedient to switch to the 
so-called splitting system. The gisi of this system is that 
couples divide the sum of their incomes by two, and then 
each spouse pays tax on the quotient. The advantage of 
this system is that it takes into consideration the dif- 
ferent roles the spouses assume in supporting the family, 
and it also moderates the progressivity of the tax. 


Further progress must be made in taxing the incomes of 
pensioners from other sources. For the time being, it will 
be expedient for pensions to remain tax-free. (After the 
reform and consolidation of social insurance, the taxing 
of pensions could be solved, simultaneously with a 
changeover to gross pensions.) In the short term, com- 
bining for tax purposes the pensioners’ incomes from 
other sources could be abolished. 


In the case of taxpayers with outstandingly high incomes, 
it will be expedient for the time being to solve the 
proportionate sharing of the tax burden by raising the 
marginal tax rate, rather than by abolishing the zcro 
bracket amount above a certain income level. But this 
solution will be feasible only when the taxing of incre- 
mental wealth will have been realized! 

We do not supporting taxing some social benefits. 

An essential question in connection with the tax struc- 
ture is how the ratio of central to local taxes develops. A 
high proportion of central taxes ‘eaves no room for local 
taxes. We propose the gradual development of a tax 
structure that takes into account the conditions under 
which local governments operate, and reduces the pro- 
portion and weight of central taxes accordingly, while 
simultaneously increasing the role and proportion of 
local taxes. 

In view of farm production's low income content, of 
agriculture’s chaotic state, and of the radical transforma- 
tion in the structure of ownership, land tax must be 
abolished temporarily. 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 














12 Hungary 8 February 1995 


The Hungarian customs tariff must be harmonized with 
the principles and rates of the EC and the GATT, and the 
requirements of protecting the domestic marke’ must 
also be asserted within these limits. A new tariff system 
must be introduced by enacting a Customs Tariff Law. 
Our system of duties may be regarded as developed, 
that, there might be need only for corrections and 
solutions to keep pace with inflation and rising costs. 
Relations Between Local Governments and the State 

A key element of fiscal reform is the economic relation- 
ship between local governments and the state budget, 
and the division of functions and resources between 
Se ee ee eee 


i oun Lannion, tad Rees ben ie one 


S camngat basvennyei erating heap tagslenens — 
namely, local taxes and income from 
ment's own business assets. 


the 
The central government will help the « 


of all, the former council enterprises should be returned 
to the loce! governments. They should have exclusive 
right to dispose of such assets. 


and in part from user fees paid by users of their services. 

are mostly nonprofit organizations or may be 
) We include here primarily the 
economic organizations that perform the functions of 
higher education, science, culture and sports. Under the 
condition that it will be liable to taxation, the possiilixy 
of engaging in business activity must be allowed within 
this circle, ard suitable business assets must be trans- 


i] 
i 


left entirely to them. Only business activity and the 
transfer of business assets can ensure financing for the 
performance of functions of high quality, while at the 


Cutting the state’s operating cost is the initial and most 
urgent task of fiscal reform. (Without this task, it would 
not be possible to carry out in other areas a review of the 


work of thls coneupeual plan, the Socialists egard os 


is no alternative to a foreign policy pursuing peaceful 
coexistence, good-neighborly relations, and European 
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security. These principles musi be asserted in the prac- 


in the listed areas. The cuts should affect primarily the 
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organizations that have administrative functions. A 
gradual review will be inevitable of the parallel scientific 
and higher-education research stations and institu\i_ns 
that perform similar tasks, are highly fragmented and 
inefficient, and have high operating costs. Integration 
and rationalization are needed in this area and, as a 
result, cuts in state aid. 


Conditions for Fiscal Refcrm's Implementation 


A comprehensive fiscal :eform can be elaborated ard 
implemented only by a new government that- 


—Enjoys broad public support; 
—Derive: its authority from actions, rather than from 
declarations; 


—Has credibility before foreign and ir‘ernational orga- 
nizations, enjoys their support, and is willing to coop- 
erate with them; 

—Has the country's consolidation as the centerpiece of 
its economic policy, rather than the “seeking of jus- 
tice” and the restoration of conditions that existed 45 
years ago, 

—Pursues a domestic and foreign policy subordinated to 
all this; and 

—Relies on a high level of professional knowledge. 

One of the most important fundamental ideas under- 

lying fiscal reform is that the so-called “shedding” —.c., 

revision, curtailment or sharing—of the state's responsi- 
bilities can be implemented only on the basis of a social 
consensus. In this it is essential to involve the profes- 
siona’ and voluntary social interest-representing organi- 
zations, trade unions and churches, and to gain their 
support. Thorough impact studies must pave the way for 
the individual concrete steps, and the consent musi be 
won also of the strata whose interests will be adversely 
affected. To society's acceptance of a fiscal 
reform free of extremes, the signing of a new social pact 
between the government and society will be inevitable. 


Housing Policy 


Situation Assessment 


The housing stock that has evolved in Hungary by 1993 
bears simultaneously the signs of quantitative, qualita- 
tive and structural pressures, as well as of contradictions 
and shortages. Neither the size of the housing stock nor 
its composition conforms to society's microstructure, to 
the present family structure, to the rapidly increasing 
ee ae eee ee eae eee fam- 
The housing stock's qualitative characteristics fall short 
of the parameters in Western European countries on the 
same level of development as Hungary, but are better 
than the indicators in other Central and East European 
countries whose given conditions are similar to ours. 
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achieved without effective state support and manage- 


economic conditions that 
role by the state, and aso through the financing schemes, 
and the legal, organizational and technical solutions 
necessary for the state’: role—will improve within the 
foreseeable future the chances of young people to acquire 
homes, and at the same time will optimize the allocation 
of state resources and their expenditure in the housing 
market. 


Here we wish to note that a radical improvement of the 
conditions for housing construction is of interest to, and 
an element of, not only housing policy alone. There is 
also a close relationship between the infrastructure's 
development, rising investment activity and the stimu- 
lation of economic growth on the one hand, and 
increasing housing construction on the other. This area 
of investment is suitable for attracting personal savings 
on a wide scale. It increases the outputs of the construc- 
tion industry and building materials industry, its import- 
intensity is minimal; it expands the market for services 
and also reduces unemployment. 


Se ab & eae dee 2 ce 
housing market. For real 
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grants for housing automatically, but only if they under- 
take to meet certain conditions. In exchange for 
receiving block grants, as also the housing experts of the 
World Bank have been emphasizing, the local govern- 
ments should be required to promise not to sell their 
rental housing units for less than a specified minimum 
price, to raise rents above a certain level, and to intro- 
duce certain new elements into their policy on rental 
housing (a ban on inheriting the lease, for instance). This 
way the central government would be able tc retain its 


| . home-mortgage system 
(indexation, double indexation, etc.), and before specific 
preparations have been made for the new system's intro- 
duction. 
Problems To Be Solved in the Medium Term 


a. Introduction of a system of individual (or family) 
housing subsidies that are linked to the recipients’ actual 
income situation and take into account, at least partially, 
also income from the underground economy, a review of 
the related, legal. taxation and distribution issues, and 
specific elaboration of the system itself. 


b. A review of the legal and practical problems associated 
with evictions and mortgages, and the subsequent 
drafting of new iegislation. 

c. The feasible reduction of construction costs, the estab- 
lishment of supply in the housing market, and the 
stimulation of investment in housing are stressed obje>- 
ate beng “ache - fw aaa alee 


—For at least five years, a 50-percent abatement of the 
corporate income tax of businesses that build housing 


or manage housing-construction projects, 


—Allowing [sousing-construction contractors to deduct 
50 percent of their interest payments on loans; 
construction the same tax benefits that foreign inves- 
tors enjoy; and 

—Exempting from customs duties and value-added tax 
the materials and fixtures used in housing construc- 
tion. 

d. Incentives to stimulate the supply of building lots, and 

the provision of utility services for them. Within the 

framework of such incentives, local governments should 
be able to apply for specifically targeted grants-in-aid 
from the state budget, so as to develop building lots and 
provide utility services for them. As one of the condi- 
tions for obtaining such a grant-in-aid, at least 50 percent 


should be 2ble to deduct the construction costs from 
up to 50 percent of their individual income tax over 


five years; 
—Young people (under 30) building or buying a home 
receive interest from the state on 


—For the same circle of home builders or buyers, there 


—Personal consumption as a function of the living 
standard, and 

—The structure of personal consumption. 

GDP in real terms is declining in 1994. Industry's 

contribution to GDP fell rapidly between 1989 and 1992 

and is stagnating in 1993-1994. Thereafter it will grow, 
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Sle rehr ee esas Done tebe 


tives of the new type, that have been created in the 
processes of transformation and privatization. 


Several areas of energy consumption within households 
(heating, cooking, and lighting) are less sensitive to 
changes in living standards. Here the decline in energy 
consumption has occurred mainly in the strata that have 
been falling behind at the fastest rate.. In the situation 
that has arisen as a result of introducing 
market-type prices for energy, and in the wake of phasing 
out subsidies, the number of families unable to avail 
themselves of energy services is rising. After the elections 
it will be necessary to devise a social welfare system that 
will mak: available to everyone the energy consumption 
a natural life-style requires. 


Since 1990, the population's transportation-related 
energy consumption has been declining. The impover- 
ished strata have been cesponding to higher gasoline 
prices by putting their cars in storage or driving less; and 
the wealthier strata, by trading in their cars for smaller, 
more fuel-efficient ones. This trend can be expected to 
continue for several years. 


The spreading of household appliances and lights that 
use less electricity and are more efficient might influence 
significantly the households’ consumption of electricity. 
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Overall, we can expect the households’ consumption of 
electricity to stabilize around its current level. 


Taking into consideation what has been said above. our 
forecasts of energy consumption predict that the rate of 
its rise during the next 5 or 6 years will exceed the growth 
rate of GDP by | or 2 percentage points. We are aware 
that this assumption is not a favorable one, but that is 
what fulfillment of the country’s export needs requires. 


Until 1990, we supplied sbout 60 percent of our encrgy 
needs from domestic sources, and the rest, mainly 
through deliveries <» the former Soviet Union. 
Accordingly, alo ow *cansporting pipeline infra- 
structure is developed maiuly from that provenance, 
essentially with the sole exception of the Adriatic pipe- 
line. 

Since then, our demand has been declining steadily. Our 
import of electricity has virtually stopped. The import 
volumes of gas and petroleum have also fallen. Because 
of the internal political instability of the former Soviet 
Union's successor states and the tensions between them, 
the prospects of energy shipments are uncertain. 


Domestic production of petroleum and natural gas 
shows a declining trend. In the coal industry, we have to 
expect gradual disinvestment. It will have to be carried 
out within the framework of a system of long-term 
contracts that take into consideration the interests of 
both the coal industry and electric power industry, as 
reconciled by the state. 


Most of our coal-fired power plants require either mod- 
ernization or decommissioning. 


We have to put in place the conditions for joining the 
West European energy systems. We will be able to joint 
the power grid if our domestic generating capacity essen- 
tially covers our demand and is able to maintain stable 
parameters. 


In view of the fact that most former CEMA countries are 
facing problems similar to ours in the supply of hydro- 
carbons, it will be expedient to solve within the frame- 
work of regional cooperation the problem of hooking up 
with the Western petroleum and natural-gas pipelines. 


The modernization of power plants must be solved by 
reconciling the interests of the MYM Rt. [Hungarian 
Power Plants Corporation Oe aniiie ots tee 
governments concerned. wom age hed 
base-load power plant will be unavoidable dre 
of the millennium, in part because of the rise in power 
consumption, and in part to replace some of the power 
plants that will not be modernized. 


The choice of fuel (whether nuclear fuel or lignite) and 
the site selection for the new base-load power plant will 
have to be decided by the National Assembly, after an 
extensive process of gathering comments from the pop- 
ulation and attempting to reach agreement. 
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Larger economic units must be given incentives to wse 
alternative sources of energy (wind, geothermal energ; . 
water, wood, etc.) 


New solutions must be sought tc spread incentives for 


Labor, Social Security, Health Policies 


95CH0043A Budapest KIHIVASOK ES VALASZOK: 
1994-1998 in Hungarian 94 pp 94-158 


[Parts 2 and 3 of book KJHIVASOK ES VALASZOK: 
1994-1998 (Challenges and Answers: 1994-1998), the 
election of the Hungarian Socialist Party, 
Budapest, Verzal Lid., Jan 1994; “The Human 
Resources of Economics” and “Man and Society”] 


[FBIS Translated Excerpt] [Passage omitted] 


Shaping the Supply of Labor 


Current economic policy has not even attempted to 
influence labor supply, to relieve the imbalances of 
supply and demand in the labor market, through the 
opportunities that the educational system, social insur- 
ance and public welfare offer. According to the MSZP’s 
conceptual plan, the proportion of new entrants into the 
labor market must be limited as much as possible, and 
part-time work and carly retirement must be encour- 
aged, until economic growth triggers a rise in labor 
demand. 


1. In the 1994-1998 period, the employment of young 
people must receive absolute priority, independently of 
fying the fundamental requirements of solidarity. 
--The MSZP promises to coordinate education policy 
and employment policy, and to prepare a strategic 
development plan. In it, the MSZP intends to assign a 
decisive role to the expansion of primary and sec- 
ondary education. The plan's realization will require 
raising the level of universal primary education; a 
substantial narrowing of the inequalities among pri- 
mary schools; and mutually coordinated moderniza- 
tion of instruction in the general secondary schools 
and the specialized ones, as well as in the training of 
skilled workers and in the vocational schools. 


—Onto the restructured system of primary education 
and vocational training we intend to add “semi- 
" education. By increasing the admis- 


tutions, we intend to increase the proportion of college 
or university graduates within the population. While 
gradually curtailing the labor supply of youths 
between 15 and 25 years of age, it will be possible to 
substantially reduce the number of young people 
entering the labor market. 

—During the period of the educational system's expan- 
sion, the MSZP wants to establish systematic instruc- 
tion for young adults as a particular form of adult 


Hungary 17 


education, in public educational institutions (or 
attached to them). On the one hand, this will ensure 
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ec to restore the traineeship system for 

university and college graduates. With assistance from 
the Employment Fund, we want to make it possible for 
them to work for one to three years, in jobs for which 
they will be able to compete through applications. We 


between 200,000 and 300,000 women were to switch 
to part-time work, it would be possible to provide jobs 
for about 100,000 unemployed 

low family incomes, however, women are unabic to 
accept this form of employment which is favorable 
from the viewpoint of the famicy's li 

fore, we regard as warranted that mothers who are 
raising two or more children and 

to part-time work should be paid, 

ment Fund, a certain 

per child, instead of the 
receiving for dropping out 
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creditors. We will propose favorable legal condi:ions for 
jobs could be realistically considered. To save jobs at 
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compensating creditors, it is warranted to grant prefer- 
ence to investments aiming to save jobs, and we intend 
to put the statutory conditions for this in place. 

3. Opin‘ons differ regarding layoffs in cov-iunction with 
privatization. There are those who, on th’ basis of case 
studies, estimate 
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as 
The MSZP attaches importance to protecting 
employees’ interest also in its privatization policy. 


istic interests. Jn the privatization market we intend to 
support the chances of players (investors from within 


fore, the planned investments and the retention of jobs 
must be taken commensuratcly into consideration 
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Employing solut'ons that conform to EC ruies and the 
GATT, we believe it is necessary to elaborate tech- 


licensing that exists even now in some areas. and the 
system of quantitative quotas. 


a 

—Clarification of the farmworkers’ situation in labor 
law, with special attention to the work of seasonal 
workers, and of the members and annuitants of agri- 
cultural cooperatives. 


recovery, stimulating entrepreneurship, and modern- 
izing the system of bank loans as well as the regulation of 
fair competition. This is the only way to prevent job 
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the 

less proh dition or impractical regulation im) 
nalizes ihe economy. Therefore, we will initiate selective 
subsidies, taking into consideration the types of business 
and their territonal distribution. We will attempt to find 
a compromise solution for revenue sharing among the 


compensation (or welfare assistance). We object to the 
imposition of any obligation to work that is of a punitive 
nature. The provisions of the Labor Code must apply to 
work of any kind. 


Sy the fact that wages do not include a risk premium 
from which the unemployed individually could cover 
their cost of living, for even a short time. 

institutions (severance pay, compensation from the Sol- 
idarity Fund) have been established alongside the 
“depressed” wages, but all this does not absolve the state 
budget from responsibility to make minimal provisions 
for those who have been squeezed out of the labor 
market. 


1. The MSZP believes that a revision is warranted of the 
entire body of law pertaining to employment policy. The 
so-called Employment Law was cnacted at a time when 
there were fewer than 100,000 unemployed. The amend- 
ments to it since then have destroyed the law's coher- 
ence, divided responsibilities, and enabled the budget to 
withdraw entirely from providing for the unemployed. 
That is why we deem it necessary to fix by statute that 
the management of unemployment as a whole is basi- 
cally a governmental function. 


—We regard the recording of changes in the unemploy- 
ment rate a strategic governmental matter, and not 


thereby shifting the blame on the next government. A 
supplement to the annual budget bill should contain 
the exact number of those unemployed persons who, 
respectively, are receiving unemployment compensa- 
tion, have exhausted their unemployment compensa- 
tion, are registered but are not receiving assistance, 
and are receiviny assistance or income-supplementing 
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eligible again. Therefore, we intend to reduce 
to two years the period of contributions for elig:bility. 
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The Socialists on Social Security 
An essential characteristic of social democratic partics is 


. 


that—in addition to protecting democracy, the rule of 
law and basic freedoms—they are also sensitive to social 
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participation, we merely intend to offer opportunity to 


participate, but will not penalize its rejection. 
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18 encountering obstacles in many respects even today. 


—Is based on a broad social consensus and encourages 
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Secial Insurance 
The MSZP proceeds from the realization that uniform, 
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mental conditions. In addition to the economy's aggre- 
gates and the demographic forecasts, it is necessary to 
consider also such factors as the structure of ownership 
that is undergoing transformation, as well as the 
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The social-insurance system's ability to function in the 
coming years will be determined to a significant extent 
by how employment, inflation, and privatization 
develop. Even with sensible and warranted economiz+- 
tion measures, the social-insurance boards would have 
no realistic chance of holding back the further rise of 
social-insurance expenditures, and of making percep- 
tible cuts in the amounts of the insurance contributions. 
After all, most of the retired population is not wealthy, 
millions are living on low benefits and musi be provided 
for decently. Likewise the “explosion” of health-care 
costs can only be slowed down; there is no hope of 
For all these reasons, the development of the state's 
guarantee and of revenue from contributions, as wel! as 
debt reduction and the assumption of an economic role 
in conjunction with the replenishment of assets. will be 
of decisive importance in administering the social- 
insurance funds. 


The MSZP’s standpoint is that a new Social Insurance 


Law will have to regulate the content of the state's 
guarantee. State oversight will be feasible only in har- 


# 


—_ governing tax liability and insurance- 
contribution |! ‘ability will have to be harmonized gradu- 
ally. if possible, the provisions regarding contributions 
paid, respectively, by employees, employers and private 
farmers ought to be unified. Retention of the private 
farmers’ tax benefits will also help alleviate the social 


mented employment also by increasing the incentive to 

have social-insurance coverage. 

Due to the limits that prevail in compulsory insurance, a 
innovation in the coming years 


significant social-policy 
might be the development of the optional, nonprofit, 
, 1j ; 


tageous mainly for persons of working age. That, too, 
would strengthen the system of institutions for self- 


provision. 
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As this sector evolves without economic compulsion in 
the course of its omenic development, the social- 
insurance funds and the vtate budget could be relieved of 
certain burdens, the concentration of public finances 
could be reduced; and the capital market and the 
economy could revive. In the course of privatization, 
title to the welfare facilities of privatized enterprises 
could be transferred to the workplace health-c-"+ and 
pension offices. 
The Pension System 

The policy on pensions is an important element of 
economic policy and social-insurance policy. It is able to 
fulfill its mission when based on a continually renewed 
contract between generations, one that asserts the prin- 
ciple of solidarity and personal income security. The 
Socialists believe that a pension is primarily income 
acquired through empioyment and related to employ- 
ment. Its amount and purchasing power must be 
adjusted to the length of service, but even the lowest 
pension must ensure modest subsistence. 


The decisions of the Pension Insurance Fund's board 
and of parliament decisions regarding the pension 
system must be made here and now, but geared to the 
economic, social and political constraints of the day. The 
changes. however. will become perceptible only after a 
longer period of time. Therefore, responsibility must be 
assumed also for the consequences affecting the future. 


system's continual and gradual overhaul is necessary for 
financial reasons, and also for equally important struc- 
tural reasons. 


In the decades prior to 1990, pension costs were unques- 


tionably the fastest-growing item of expenditure. (They 
accounted for 2.5 percent of GDP in 1960, but already 
for 9.8 percent in 1990.) Until 1990. the gradual and 
substantial rise in the number of pensioners was the 


primary cause of this rapid growth, since 97.5 percent of 


early retirement. and exemption-by-age claims more 


Especially serious is the situation of the agricultural 
pensioners and annuitants. The basic cause of the 


oh cae ot Be ek oe 


The government and the parties of the ruling coalition 


tion of a state guarantee of the fund's deficit became 
controversial. Not on!y did revenue from contributions 
on ee Se ee ae but also the 


nap alapranmtaentily test 
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in the pension system's development. Even the short 
time that has elapsed since the board's establishment 
proves that it will be an important forum for the recon- 
ciliction of interest, public oversight, and the drafting of 
new pension regulations. 

The basic principles of the relatively stable contract 
between generations have not been clarified as yet. That 
importaat contract will require not only the reconcilia- 
tion of interests before the board, and the understanding 
and patience of the elderly who have been paying their 
contributions, but also the solidarity, sense of responsi- 
bility and generosity of the economically active who are 
in a better position to assert their interests. 

Even if these conditions are met, only within strong 
demographic and economic constraints, and under the 
influence of the political conditions and social values, 
will the adoption be possible of a pension program that 
promises pensioners more easily computabe mainte- 
nance of their pensions’ purchasing power, for those who 
are close to retirement age, an option to choose their 
period of transition; and for the youngest ‘sured, an 
affordable modern pension system that is compatible 
with the market economy. 


Even under the economy's improving performance, it 
will not be possible—especially not in the next 5 to 10 
year—to base the economic security of the elderly on 
persona! wealth. Also in the future, the pension system 
will have to simultaneously guarantee subsistence, 
strengthen the social security of the middle strata, and 
encourage steady savings by those who have large 
incomes. It is necessary to reckon with the significant 
differentiation of incomes and wealth that is taking place 
within society. 

In the long term, it will be possible to devise a universal 
and compulsory retirement-pension system that will 
require lower contributions than at present. A system 
that will: 


—Guarantee the present average level of pension ben- 
efit, but subject to stricter conditions; 


—Provide a pension in addition to the supplemental 
income or basic pension that is claimed as an entitle- 
ment and is paid from the state budget; 

—Offer, in combination with optional supplemental 
insurance, much greater income security than at 
present. 

In the course of pension reform, it will be necessary to 

reinforce the principle of solidarity in primary old-age 

and retirement-insurance benefits, as well as in benefits 
for dependents and the disabled. 


The Pension Insurance Fund's Operation 


Pension insurance in Hungary is a “mature” system of 
social insurance. It has no reserves and is financed on the 
pay-as-you-go principle. 


Hungary 27 
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structure-related) assets in production and services. In a 
bill drafted by the fund's board, the National Assembly 
will have to approve the proportions of the stakes held, 


recognize various earnings and include them in the basis 
for computing pensions. For in the case of a chaigeover 
to lifetime earnings, it will be warranted to set merely the 
ceiling on earnings and the minimum benefit. (Thai, of 
course, will require the modernization of recordkcep- 
ing.) 

The separate administration of the costs of pensions 
claimed on the basis of exemption by age (and perhaps of 
the costs of disability pensions as well) might also be 
considered, with industry or enterprise contributions 
differentiated according to the number of claims. (But 
these costs, too, might be assumed by the enterprise 
pension funds, together with authority to make deci- 
sions.) 

The contribution rules require changes that will provide 
a more direct incentive to pay contributions; will reduce 
excessive centralization; and—with the development of 
optional forms of supplemental insurance—might offer 
brighter prospects for the economically active young and 
middle-aged contributors. 


The Pension Insurance Fund's revenue is determined to 
a significant extent also by the grants from the state 
budget. Besides gradually taking over payments thai are 
specifically social benefits, it will be necessary to clarify 
the division of functions between pension insurance and 
the state budget, regarding the financing of minimum 
pensions not covered by employment and contributions, 
and the possible additional costs of the benefits for 
public employees and members of the armed forces who 


retire claiming exemption by age. 
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Changes in Eligibility Rules 
From the contributors’ and pensioners’ point of view, 


the youngest entrants joining the system. It is they who 
have to be informed about the new, long-range, pension- 
insurance system. 

The changes that can be introduced affect those who are 


The MSZP firmly believes that a durable and comput- 
able method of maintaining the purchasing power of 
pensions must be worked out in agreement with the 
Pension Insurance Fund's board. 


In the next four or five years, the fund will probably be 


in earnings during the previous year. A raise— 
differentiated according to length of service, severe dis- 
ability, and the number of children couples decided to 
have under less favorable conditions (before the intro- 
duction of the child-care allowance)—seems a suitable 
and fair solution. 

Urgent corrective action is needed to remedy the depre- 
ciation of the primary benefits that were approved long 
ago and had been earned with long years of service. The 
amounts of minimum pensions must be set annually, 
adjusted to the minimum wage. Complete maintenance 
of the purchasing power of new pensions, approved on 
the basis of ever stricter conditions, may be set as a 
long-term goal. 


The MSZP does not dispute the need to raise the 
retirement age, but raises the question of how a higher 
retirement age ought to be introduced. In the party's 
opinion, acceptable introduction of a higher retirement 
age requires immediate amending of the statutory regu- 
lations now in force. With the help of the Pension 
Insurance Fund's board, the MSZP will propose urgent 
adoption of the necessary temporary legislation. It will 
mean the option of flexible retirement. Its rules will have 
to be set beforehand, and the retirement age might be 
raised depending only on how unemployment develops. 


rising retirement age, flexible retirement, 
ee er ee ae ee 
A good solution for those with long years of service 


new pensions can be made more moderate, if— 
simultaneously with the introduction of stricter rules— 
the extent of the degression employed in computing the 
pension's basis is reduced. 

The partial pension must be regarded as a temporary 
institution. The time limit within which the option of 
claiming a partial pension may be exercised must be 
determined in advance, in conjunction with the unem- 
ployment situation and the decisions regarding social 
benefits. With certain modifications, the maintenance of 
this benefit during the present decade is still warranted. 
To alleviate the situation of agricultural retirees, their 
shares must be made more negotiable; and the sale of the 
shares, more secure and tax-free. It is warranted to 
solve—through the establishment of foundations and in 
other ways—the substitution of the erstwhile supple- 
mental benefits that the cooperatives had provided. The 
benefits of the cooperatives’ annuitants should be sup- 
plemented from the state relief fund, to at least the 
amount of the current minimum pension. In these efforts 
the MSZP supports the demands of the organizations 
representing agricultural pensioners. 

The modification of primary old-age pensions and the 
changes in the employment situation are creating new 
conditions also for disability pensions and benefits for 
dependents. The short-sighted attitude that is reconciled 
to the termination of rehabilitation because of high 
unemployment, to the classification of more cases as 
disability, and to the reproduction of low pensions and 
other benefits, is unacceptable to the MSZP. The 
employment of disabled citizens, the exemptions granted 
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believe that the introduction of a permanent pension 
supplement for widows and widowers is warranted. The 
level of this pension supplement, which is to be attained 
gradually, must be set so that the surviving spouse may 
get at least 60 percent of the coupie’s former combined 


pension, including the surviving spouse's own basic 
benefit. 


The present supplements for widows and widowers with 
low pensions can be maintained, in harmony with the 
new benefits that are being phased in. 


The MSZP realizes that a suitable long-range pension 
policy can be devised only in close cooperation with the 
Pension Insurance Fund's board, the interest- 
representing organizations concerned, and the respon- 
sible economic dectsionmakers. and by concluding, with 
the various age groups, contracts that differ in their 
content. And that the decisions regarding the change- 
over—they are extremely complicated, accompanied by 
economic and social effects, unfavorable in the short 
term, and controversial—can be made only by aiming 
for the broadest possible consensus. 

We realize that it is in the national interest to halt the 
process of the pensioners’ falling behind. But only if the 
economy's performance improves, and if unemployment 
subsides, will a real chance arise to guarantee pensions 
that maintain their purchasing power, and to fully satisfy 
the retired population's legitimate demands. 


atmeme, * ~~, - pean deters 


To the social tensions that had existed also earlier, the 
socioeconomic transformation and the protracted reces- 
sion have added new, unexpected crisis situations, with 
most of which the local governments’ underdeveloped 
and underfunded social services are supposed to cope. 


welfare policy is forced to assume 

also the tasks that have been left unsolved, as a result 

of the collapse of the welfare system's intermediate 
level—i.c., of employers’ welfare policy. 

—The support that business organizations (mainly the 


large-scale plants) have been providing for the settle- 
ments’ welfare institutions has been or will be lost. 


—The conservative government's likewise conservative 
welfare orientation, which is based on the dominance 
of means-testing and on limited government, has also 
added to the functions of local-government welfare 
policy. 

—Within social policy, the unjustified large proportion 
of benefits that are essentially welfare has the same 


—Only at the local-government level is it possible to 
recognize and influence the families’ peculiar, indi- 

—Community participation, and the process that trans- 
forms welfare clients into participants, can be ensured 
exclusively in local-government welfare policy. 


—The social safety net formed by family, relatives and 
neighbors is a part of local-governnient welfare pol- 
icy—and at best, its foundation. 

— This is the field where welfare policy is able to shift 
from its official and institutional nature, towards its 
service and community nature. 

— This is where it is possible to assess best the ability of 
individuals and families to influence their own situa- 
tion. 

—This is where the various collectives function that 
integrate the individual into society, and establish, 
maintain and restore the social relations of individ- 
uals. 
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30 Hungary 


Thus, it is an essential element of local-government 
welfare policy that it relies, or is able to rely, on commu- 


This is local-government welfare policy's characteristic, 
and its advantage over ot/er areas of welfare policy. 

In the time that has elapsed since the local elections, 
most local governments iave not reviewed—or have 
done so only superficially—-the welfare situation of their 
residents, and have not prepared professional conceptual 
plans for the solution of the problems. The position of 
the local governments is extremely contradictory, and 
their work has been hampered also by numerous objec- 
tive factors. Their financial, legal, professional and infor- 
mation resources have not kept pace with the expansion 
of their responsibility and functions. The Local Govern- 
ment Law, the Law on Competences, and the Welfare 
Law do not provide sufficient incentives and freedom 
for local governments to strive to solve the citizens’ 
welfare needs in place, humanely and economically. 


What payments and other benefits the local government 
are responsible for providing has likewise not been 
clarified satisfactorily. They lack the resources necessary 
to handle welfare problems effectively. Their own reve- 
nues, mobilizable and profit-making assets are meager, 
they are able to use a diminishing proportion of their tax 
revenue; the welfare standards are not sufficiently differ- 
entiated; the grants from the state budget and other 
funds they are able to apply for are uncertain. As a result 
of all this, the financial situation of the municipalities 
and counties varies considerably, and in most cases is 


very bad. 


The staffs of welfare experts have not increased com- 
mensurately with the tasks. Social workers are overbur- 
dened and, occasionally, also exposed to physical danger. 
It is worrying that the intermediate-level professional 
inspectorates have ceased, and professional coc:dination 
has weakened. 


During the past three years, appropriations for welfare- 
policy research, the training and further training of 
specialists, and for prizes in welfare-related essay com- 
petitions, increased by far less than what was necessary. 
Meanwhile foundations, serving questionable objectives 
in questionable ways, were able to use substantial grants 
from the state budget. 


Enactment of the Social Welfare Administration and 
Provisions Law did not significantly improve the 
evolved situation. The law primarily assigns functions 
and tasks to the local governments, and regulates welfare 
administration, as well as welfare poyments and benefits 
in kind. In the case of personal services and welfare 
institutions, the law also makes changes and modernizes. 
A shortcoming of the law is that it does not clarify the 
citizen's welfare entitlements and does not take the 
initial steps towards developing security of minimum 
basic necessities as an entitlement. The law attributes too 
much importance to means-testing. It fails to clearly 
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define the functions and scopes of authority for welfare 
policy's players. The principle of prevention does not 
appear, not even as a declaration. The law's measures 
and welfare provisions are mostly of a corrective nature. 
worthy and the unworthy” of assistance. The state's 
withdrawal from welfare is considerable, and overem- 
phasis on the responsibility of the individual and the 
family recurs in the law with annoying frequency. The 
state budget undertakes to finance merely the costs of 
assistance for raising children [the family allowance, and 
income tax credit], the costs of medical care for the 
uninsured, and 50 percent of the costs of unemployment 
compensation. 

The law offers absolute security only in a limited range; 
and relative security, in the priority given to the housing 
applications of the needy, and in the availability of the 
health-care system's medical services. For special life 
situations and the management of crises, and of local and 
family emergencies, however, there is practically only 
temporary assistance, and the prospects of social services 
to be organized in the future. 


The December 1993 amendment to the Social Welfare 
Law has not reduced the number of discriminatory 
elements in it. Indeed, with the institution of community 
work, it has even curtailed the fundamental rights of the 
unemployed. 


In the present situation, the MSZP regards as urgent the 
development of a system of local-government welfare 
administration that meets European standards and 
includes modern and effective welfare provisions. 


Welfare legislation is needed that is based on a real social 
program. The important thing is that the state budget 
begin to finance now income-supplementing payments 
for the elderly as an entitlement (its introduction will be 
feasible only in stages). As the first step, the incomes of 
those who are over 70 ought to be supplemented to the 
amount of the minimum pension without examining the 
relatives’ financial situation. 

The principle of means-testing cannot be dominant in 
the approach to social work and in its daily practice, 
because this tendency would strengthen the welfare cli- 
[a society, and their dependence as 
The state budget must assume a decisive role in the 
financing of welfare entitlements. 


There are extremely big differences among the country's 
regions also from the viewpoint of welfare policy. In the 
economically depressed areas, also the local govern- 
ments are poorer than the average; in comparison with 
other local governments, they are able to provide cven 
less welfare assistance for their population groups whose 
situation is the most difficult. This is why it is not 
enough to think merely in terms of general welfare-policy 
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unemployed, creating more opportunities for commu- 
nity efforts, and broadening alternative civilian service 
for persons liable to military service. 


vices, and meals on wheels, attention will have to focus 
also on provisions for preschoolers and pupils, including 
services that supply meals for them. Food coupons, and 
coupons with which to pay utility bills are also gaining in 
importance. 

Nonprofit services operating on the basis of central 
development programs, and the welfare activities of 
societies and churches must receive standard subsidies. 


Institutions suitable for managing crisis situations 
(homelessness, drug addiction, alcoholism, mental ill- 
ness, etc.) operate the most effectively under the 
supervision of foundations or as nonprofit organiza- 
tions. 


development of the child or children. 
Every family should be entitled to means of existence 


—Absolute entitlements, without any restrictions, 

—Freely chosen optional entitlements; 

—And discretionary payments and benefits in kind, 
ee 6 ee ee oe SS oe Se 

ial Welfare Law would have to be amended, and 

local governments would have to be given more 
authority.) 

It would be more appropriate to base payments and 

benefits in kind on family income, rather than on 

incomes of group households. 


We have to expect a temporary as well as a permanent 
shift in female employment; the model of the family with 
two breadwinners will change. The family-welfare 
system will have to adapt continually and flexibly to the 


Family-welfare payments today are primarily the family 
allowance, tax credit, maternity allowance, child-care 
allowance, child-care pay, and sick pay when nursing a 
sick child. Benefits in kind are the services provided by 
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remain tax-free. Its real value must be raised 
and in a differentiated manner. The proportion 
family allowances that may be claimed on the basis of 
the number of children, for handicapped children, or by 
single parents, may be raised if this change is accompa- 
nied by the abolition of tax benefits that at present favor 
mainly taxpayers in the higher income brackets. 


The family allowance must be supplemented within the 
framework of the differentiated forms of assistance that 
are disbursed through the local governments, so that the 
supplements can better target the needy families and the 
children, and simultaneously can narrow the income 
inequalities between childless families and the ones with 
children. 


Young expectant mothers have difficulty in finding 
employment in permanent jobs, and are thus unable to 
qualify for many important benefits. Therefore, many 
earlier statutory regulations have to be reviewed and 
amended (some of them, in agreement with the Health 
Insurance Fund's board). 


The child-care allowance, for instance, should become 
an entitlement. (Even now, many of the mothers who do 
not qualify are receiving the allowance on the basis of 
equity.) In the interest of caring for the child within the 
family, the child-care allowance could be paid also to a 
grandparent of work age who is caring for the child. Such 
an amendment would not require additional funding, 
and it could facilitate the dignified retirement of the 
elderly unwilling or unable to undergo retraining, 
thereby making room for the employment of well-trained 
young people. The amendment would affect favorably 
also families where the parents have been caring for a 
seriously ill child for years. 


It is also urgent to raise the amount of the child-care 
allowance. But the raise cannot be supported at the 
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poverty aflicting children. In the families of the unem- 
ployed, it is warranted that the state assume all or a part 
of the education-related costs, in line with the system of 
+ * ti 1st : 


also in the future. Discount fares and low-cost accom- 
modations will also have to be provided for them. 


The rising generations’ unequal opportunity in main- 
taining their health and gaining an education must be 
lessened also with the help of foundations and scholar- 
ships. [passage omitted] 


The Health-Care System's Structural Change 


Knowing the population's state of health and being 
familiar with the international experience of modern 
health-care systems, we will have to make changes in the 
system of medical services and in the care they provide. 
For decades, the system of institutions had been devel- 


corrected on the basis of a health-care policy program 
covering a horizon of several years. 
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This process is expected to be painful and conflict- 
ridden. It can be based only on coordinating the deci- 


At the same time, expansion of postsecondary education 
for the training of other kinds of health-care specialists is 
also urgent. Health care and social services need masses 
of well-trained, well-paid personnel capable of gaining 
Rieiibenss enn i - 


lishing large public trust funds, society as the “customer™ 
will have to assert its considerations, with due 
respect for the educational institutions’ independence. It 
is absolutely essential to develop further training on the 
European level, with special attention to the require- 
ments of ensuring quality. 


With the population graying, the health of the elderly 
deteriorating, and social conditions being as bad as they 
are, nursing and social services are gaining in impor- 
tance. Therefore, a many-sided expansion of nursing 
i professions) is needed, ranging from 
practical nurses to university graduates; and 
also be continual further training. Parallel 
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home-nursing and family care. The 
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The progressive professional system of health-care ser- 
vices, ranging from prevention to therapy, must be 
retained, but with suitable changes in their proportions. 


It will be expedient to run first aid, and the prevention of 
in a centralized organization that is 
financed from resources guaranteed by the state. Further 


| 


require reinforcement, as well as sep- 
arate funding from the state budget and local- 
government resources. The check-ups performed by 
these nurses and doctors, and their work to influence the 
children's way of life are sorely needed, and this should 
be reflected in their pay. 


a short time are: to have regular annual revaluations of 
the amounts spent on basic care; to recognize the actual 
performances, to fix the local governments’ contribu- 
tions; to alleviate the unwarranted drawbacks of degres- 


excluded from the responsibilities of the municipalities. 


Even in the case of financing dental care on the fee- 
for-service principle, prevention—i.c., dental care for 
preschoolers and schoolchildren—must be entirely free. 
Gradual withdrawal in the long term will be acceptable 
only in the coverage of work done by de« tal technicians, 
if and when voluntary health-insurance offices become 
widespread. 
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central resources (to fund the costs of layoffs, severance 
pay, pensions claimed on the basis of exemption by age, 
and also the costs of retraining). 


The restructuring of in-patient care presents the biggest 
challenge from the viewpoint of the future of health-care 
reform and health insurance, as well as for the health- 
insurance boards and local governments. Today there ix 
no alternative for the already begun program of fee- 
for-service financing. However. the 
continual correction, and a 
must be put in place. 


requires 

of control 
Kiecause social services for home care, and the institution 
of nursing the chronically ill are lacking, a radical 
reduction in the number of hospite’ beds is not possible 
for the time being. A program for gra‘ually modernizing 
the structure of the hospitals’ bed capacity must be 


j 





the 1990's will be a period of searching for ways and 
means, in which a graying population and the further mse 
of wealth-care costs will be the biggest problems. That 
will be the case in Hungary as well. 


While retention of public financing that is effective from 
the economic and social points of view will be war- 
ranted, optional private insurance could play an impor- 
tant role as a supplemental source of financing health 
care. An increase in public and private spending on 
health care, as a proportion of GDP, is necessary. 


State and Local-Government Tasks 


professionally new procedures and invest- 
ments, the costs of training specialists, the expenditures 














8 February 1995 


ut 
1H Hi 
il 
i 
He 
Ui 


Segregation of the Health Insurance Fund, and establish- 


financing as a tool through which the contributors can 
see clearly where their contributions are going, quality 
control is able to improve, and regulated, sector-neutral 
[itbimunandea 
an functioning system of contracting. 

The MSZP believes that the health-insurance system, 
too, must equal access to basic services; pro- 
vide more security for the sick the disabled, 
give the insured more opportunity to assert their inter- 
ests, and improve society's satisfaction. 


Hungary % 


The Socialists regard the following as necessary for the 

responsible and effective fanctioning of self- 
Sesinietention in testi i 

—Broader authority for th: board [of the Health Insur- 
ance Office] (to set contribution rates, conclude con- 


—Preparation of partial conceptual plans for investment 
and financing, and claboration of rules for the 
financing of new investment projects. 
—Elaboration of the terms for, and the forums of, 
regular contracting between health-care providers and 
sponsors; 

Clarification of hie i , tal conditi 
and rules governing health-care privatization, 
—Elaboration of requirements for the manpower struc- 
ture, and for the training and further training of 
manpower, 


—Establishment of a system of quality control; 


—And enactment of laws governing nonprofit opera- 
tions. 


The Health Insurance Fund's Operation 

The conditions for developing a modern health- 

insurance system are very unfavorable at present. There- 

fore, we must regard as the basic requirement that the 

Health Insurance Fund must not become irreparably 

indebted in the coming years. 

The Health Insurance Fund's revenue might consist 

eventually of insurance contributions, capital income, 

In the Socialists’ opinion, the requirements of balanced 

management are as follows. 

—The sharing of contributions among insurance funds 
must be based on careful computations and will 
require continual adjustments. 
must be retained. At the very low level of average 
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«0 Hungary 


4. In the process of developing a rule-of-law state, the 
regulations pertaining to the public prosecutor's office 
have remained essentially intact, despite the fact that the 
present government has planned a substantial change in 
the constitutional status of the pubiic prosecutor's office. 
We do not support subordinating the public prosecutor's 
office to the justice minister. In conjunction with this we 
are obliged to state the following: Any suggestion that the 


tion that opponents to chaaging the constitutional status 
of the public prosecutor's office are supporters of a 
totalitarian system of government, is strongly biased. It 
is necessary to point out that earlier proposals to change 
the constitutional status of the public prosecutor's office 
were based on the preconception that subordination to 
the government would follow only when all the organi- 
zationa! guarantees of the judiciary’s independence were 
already in place. It can also be said in general that 
subordination of the public prosecutor's office to the 
government cannot be expected to make the war on 
crime more effective. 


In the Western countries, the governments that oversee 
their public prosecutors take special care to avoid even 
the appearance of instructing them in cases with any 
political overtones. To all this we might add that the 
prosecutors’ status is changing even in the countries that 
have adopted the mentioned practice. The trend is 
toward the prosecutor's ever greater independence from 
the executive branch, and his office is becoming an 
agency ovncerned solely with the administration of jus- 
tice. 

The functions of the civil rights commissioner, regional 
prefect, Auditor General's Office, and other newly estab- 
lished institutions do not make superfluous the public 
prosecutor's activity that is not related to criminal law. 
For, in a rule-of-law state, the upholding of constitution- 
ality and legality serves the pubic interest and cannot be 
tied to the citizen's action. Under a system for upholding 
constitutionality and legality, one that operates on the 
principle of objectivity, protection of the public interest 
presupposes a public prosecutor's office that oversees 
legality in the functioning of a public administration 
subordinate only to Parliament, and also performs a 
variety of other functions not related to criminal law. 


The main characteristics of the regulations introduced so 
far to develop the institutions for upholding constitu- 
tionality and legality is that they cover merely the details, 
but fail to harmonize the jurisdictions of the individual 
institutions, or to provide an overall concept on which 
the entire system could be based. The situation that has 
evolved can be changed only by overhauling all the 
relevant laws. But this in its turn requires the formula- 
tion of comprehensive theoretical principles that extends 
to the complete harmonization of the jurisdictions of the 
several institutions for upholding constitutionality and 
legality. Only then will it be possible to regulate anew the 


are also urging regulation of the internal structure of the 
prosecutor’ 
and conditions of employment. 


pnp ape ag: ame ag pines mrp 
carry out their tasks. Therefore, it is essential that any 
action by the organs of coercion be based on statutory 
authority. 


1. The fundamental duty of the Armed Forces (the 
— Defense Force, oe Border Guards) is the 
s military defense. In their policing function, 
Scns dike tiedaediaais dee Gian ae anantate 
borders, control cross-border traffic, and maintain order 
along the borders. In view of these tasks, the regulations 
governing the Armed Forces’ command, control and 
deployment deserve increased attention. 


The Socialists are striving to frame a responsible 
national defense policy under which the state assumes 
responsibility for the reasonable, economical, expedient 
and transparent use of the mobilized human. material 
and intellectual resources. This includes also the 


As an objective, military reform means developing 
armed forces that fit into the system for the separation of 
powers, are based on respect for civil rights, meet the 
requirements of a democratic rule-of-law state, and have 
their effectiveness guaranteed by gradual organizational 
and technological modernization. 


There is at present a wide gap between the capital 
intensity of modernizing the Armed Forces on the one 
hand, and the meager resources available for investment 
on the other. Therefore, the necessary steps are conceiv- 
able only within a long-term process, in the first phase of 
which resources can be freed by proportioning the tasks 
and costs. The main elements of this process may be the 
following: a reduction in the number of levels of com- 
mand, together with their staffs; sensible integration of 
supporting and rear services, the appearance of regular 
units, (rimming a of the conscript force, and imple- 
menting a plan technological reconstruction that 
frees internal reserves, through the concentration of 
forces and cuts in costly equipment of low effectiveness. 


Modernization of the Armed Forces brings the regular 
personnel’s role into the forefront of attention, in view of 
the fact that not only the social burdens of compulsory 
military service, but also considerations of military tcch- 
nology warrant the formation of regular units and their 
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situation, we cannot dispense with i 

forces capable of performing their functions. Our goal is 
to have society regard dofense as the entire nation's 
cause, and to strengthen the Hungarian Defense Force's 
social recognition. The regular personnels living stan- 
dard and living conditions must be in accord with the 
armed forces’ significance. We intend to devote special 
attention to the social welfare of the rank and file, and 
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attention to developing (or restarting) Hungary’ s defense 


2. The basic task of the police in the Republic of 
security. In 


an essential yardstick of the citizens’ sense of security, of 
the quality of their life. Public order and security means 


body that violates or threatens an individuals life, limb, 
property or dignity. The change of political systems has 
confronted also the police with a new challenge in the 
maintenance of public order and security. All the neces- 
sary new legislation is not yet in place, and omissions in 
the laws that are in force make it possible to circumvent 
them. Consequently, the police are not always able to 
fulfill their basic task entirely. 

The maintenance of public order and security ranks 
among the most important objectives of the MSZP. The 
conditions necessary for the security of one’s life, limb 
and property must be ensured for everyone. That is why 
we include the maintenance and enforcement of order in 
public places, and the tightening of traffic discipline, 
among the most important duties of the police. Let the 
police act more forcefully than up to now against the 
webs of corruption encountered in the economy and 
services, against so-called white-collar crime, and let 
them step up their war on domestic and international 
organized crime. Our standpoint holds that, in the 
interest of success in fighting economic crimes, it will be 
warranted to concentrate the criminal investigating 
capacities of the customs guards, internal revenue ser- 
vice, and the police departments’ economic-crime sec- 
tions—to establish an economic police force with nation- 


wide jurisdiction. 


Legislation necessary for the maintenance of public 
order and security, a Police Law in particular, must be 
enacted. The role of the cabinet and of the interior 
minister, respectively, must be limited to policy guid- 
ance, while the national police commissioner must exer- 
cise professional supervision and control. The Interior 
Ministry's rules of organization and procedure will have 
to be amended accordingly. In the counties, the police 
departments in the cities will have to be given more 
independence. Local governments, especially the munic- 
ipalities, will have to be given meaningful influence over 
improving the conditions under which the police 
operate, rating the performance of senior police officers, 
and strengthening relations between civic groups and the 
police. 

By enacting the Police Law and ancillary regulations. it is 
necessary to strengthen the legal basis of police activity, 
and to ensure that the police are able to operate free of 
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the influence of party politics. It is warranted to enhance 
social recognition of the police, improve their social 
welfare, and ensure the technical conditions necessary 
for their effective operation. 

What we need is not a “strong” police force, but one of 
suitable size that operates legally and effectively. A 
police force such that, in the course of its operation, the 
individual is not a subordinate who has to submit to the 
orders of the police, but a citizen who, in his own interest 
and that of society, cooperates with the policeman. 


3. When determining the place and role of the secret 
services, it is essential that the lawful and the unlawful 
objectives, means and procedures be defined unambigu- 
ously. Setting standard conditions should enable the 
external overseers to judge whether the pursued objec- 
tives and the employed means are proportional. A 
system of accountability must be developed that pro- 
vides guidance, and at the same time also protection, for 
every member of the services. 


Principles of Legislation, Statutory Regulation 


The legislation enacted in recent decades typically 
served short-term, day-to-day needs. The quality of the 
body of law during this period bore the imprint of state 
intervention, rather than of legislation characteristic of a 
caring and provident state. The lesson of the past period 
1x the need for regulation based on clearly formulated 
political and economic concepts. In their absence, the 
law is forced to constantly trail the daily changes. It 
becomes the servant of direct political ideas, and at the 
same time is defenseless against them. Earlier—due to 
the constant pressure of time, and to the belief that 
legislation was omnipotent—it was not possible for the 
law to be suitably nuanced in accordance with whom it 
targeted. That is why it is necessary to develop a body of 
law applicable to organizations, in distinction from a 
body of law tailored to individuals. Our law before the 
change of political systems included an excessive propor- 
tion of formative law, which treated the individual as the 
state’s subject, rather than its citizen. This mentality and 
motivation in the law is incompatible with the principles 
of the rule of law. 

Due to the circumstances under which the change of 
political systems took place, old law and new law coexist 
side by side. Naturally, old law is unable to meet all the 
requirements that we expect of the legal system in a 
rule-of-law state. Only a comprehensive reform of legis- 
lation and system of law sources, undertaken in a new 
approach, will be able to provide a way out, and oppor- 
tunity to extricate ourselves. Within the framework of 
that reform, it will be necessary to specify that only the 
Constitution, and the Law on Legislation, may regulate 
legislation. As a conceptual issue, it will be necessary to 
decide whether we should again make a distinction 
between constitutional laws and other laws. Closely 
linked to this is the question whether laws requiring a 
two-thirds vote for passage can be retained, and if so, for 
what subject matters. A standpoint needs to be 
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the legislature's workload—on the future development of 
the cabinet’s [delegated] legislative power. In our 
opinion, the Executive Branch cannot exercise legislative 
power without real limits. Within the limits set by the 


greater accountability. Furthermore, as one of the safe- 
guards against overregulation, it appears expedient to 
introduce preliminary studies of the need for new legis 
lation and of its impact. 


The mechanism for drafting new legislation musi be 
overhauled. We believe that it is of outstanding impor- 
tance to ensure the interest-representing organizations’ 
right to initiate, and to be consulted on, legislation 
defining their role. In addition, the obligation to provide 
briefings must be prescribed for the organs that draft 
legislation. 


The continual scrapping of laws (deregulation) may be 
regarded as a conceptual issue. In this context it will be 
necessary to develop the most effective organizational 
form for undertaking this task. 


Our intention to join the European Union enhances the 
role of European law within our legal system. We deem it 
important to regulate anew the relationship between 
international law and domestic law, and to put in place 
the organization conditions this involves. 

The present Constitution's provisions, and those of the 
statute regulating international agreements, are inade- 
quate in that they fail to ensure the harmony of interna- 
tional law and domestic law. New statutory regulation is 
needed that not only ensures harmony between the 
substantive provisions of international agreements and 
the domestic legal system, but also takes into consider- 
ation the precedents and legal principles established 
within the framework of the mechanisms pertaining to 
human rights. From the viewpoint of Hungary's interna- 
tional assessment, it is not entirely indifferent how and 
to what extent Hungary fulfills its international obliga- 
tions, particularly the provisions stemming from the 
international conventions for the protection of human 
rights. In the course of enacting new statutory regulation, 
a solution will have to be found for integrating into the 
domestic legal system the international obligations 
undertaken earlier. 


The Tasks of Perfecting the System of Local 
Government 


The Place of Local Governments in a Rule-of-Law State 


In Hungary, since the change of political systems, the 
consummation and institutionalization of self- 
government are interlinked with developing the rule of 
law. In the course of history, the relationship between the 
central government and local in Europe 
and Anglo-Saxon countries evolved along the lines of the 
various well-known models. But the existence of local 
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governments and the practical assertion of self- 
government 


the time of the law's enactment are now it 
difficult to endure the test of time. The quality of 
self-government that has evoived to date, and 

tasks, can be assessed only in the light 
economic, political and legal conditions, after a compre- 
hensive evaluation of the legislative process and an 
analysis of its effect upon self-government. 


According to the Socialists, several factors hampered 
consummation of the mentioned set of conditions during 


the past period. 


The interests of the central government and those of the 
local governments diverged considerably on regulating 
compensation payments, the restitution of church prop- 
erty, the local governments’ assets and scope of 
authority, the centralized structure of public administra- 
tion, the budget, and the fiscal and monetary system. For 
government policy, the fact that the opposition won a 
majority of the votes in the local elections served as a 
motivating factor, rather than a determining one. 


For the most part, even those forms of association-based 
cooperation between municipalities that had proven 
suitable under the system of [communist] local councils 
have been wound up, and efforts to devise incentives for 
new forms of association have not been successful. 


It takes a considerable length cf time to develop, together 
with its economic and legal «environment, a system of 
local government that is typical under the rule of law. 
This cannot be accomplished in merely one period 
between elections. The groundwork must be laid for 
long-term development, and it must remain valid even if 
a governing coalition different from the current one were 
to come to power. 


In our view, primarily the following are the determining 
factors that must be taken into consideration when 
examining the role local governments play in the orga- 
nizational structure of a rule-of-law state, and the feasi- 
bility of regulating their role anew: the nature and depth 
of the Constitution's provisions. the relations between 
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local governments and the legislature; the relations 
between local governments and public administration; 
the conditions for the democratic exercise of power, and 
the soundness of the basis for letting local governments 
manage their own finances. 


1. When defining the constitutional status of local gov- 
ernments, we cannot rely solely on European experience. 
We have to bear in mind that we are framing the 
fundamental law of a society in transition, a society 
whose basic structure is not yet firmly established. The 
circumstances of the transition in themselves require 
more detailed regulation, and among them the chapter 
on local government will have to be one of the most 
— icin the new Constitu- 
tion 


The direction in which new regulation should proceed 
may be outlined as follows: 


—Local governments are society's local pillars; in the 
separation of powers, they constitute a separate 
branch of government; consequently, they act as a 
local counterbalance to the central government's 
powers, 


—Local governments have opportunity and the right to 
influence and shape national policies; 


— The Constitution specifies the substantive content and 
guarantees of the local governments’ fundar:sntal 
rights, thereby erecting a barrier to subdelegation and 
to the blurring of the dividing line between state 
affairs and local-government affairs. In particular, this 
means that the exercise of vernment rights 
may be limited only by statute, and that the bounds of 
“local public affairs” must be outlined on the basis of 
suitable organizing principles. 

2. In the relations between the National Assembly and 

local governments, there are two topics that need to be 

revised: 


—One objective of a revision is to grant institutionalized 
representation in the legislature to local governments 
as self-governing communities within society. A con- 
sistent solution to this problem would obviously be a 
bicameral legislature, but that does not seem realistic 
to us at ¢ esent. Instead, we deem it desirable to 
establish personal representation for local govern- 
ments, by changing the incompatibility rules for 
mayors [who simultaneously may not be members of 
the National Assembly]. 


—The other objective of a revision is to define accu- 
rately the National Assembly's powers over local gov- 
ernments. This means that the Constitution must 
specify, on the one hand, the fundamental issues that 
only the legislature has competence to decide, and on 
the other hand, those fundamental rights of local 
governments that not even statute may limit. Fo; the 
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right to local independence presupposes that the leg- 

islature will intervene in the affairs of local govern- 

ments only in dire necessity, and that central overreg- 

ulation of local affairs will gradually be dismantled. 
In a modern rule-of-law state, of course, the right to local 
independence cannot lead to a local government's com- 
plete independence. Beyond the scope mentioned above, 
the National Assembly's laws circumscribe and limit 
local self-government. State oversight of legality controls 
the lawful exercise of the local governments’ indepen- 
dence. The Constitutional Court and the [regular] courts 
review unlawful local decisions. And the National 
Assembly and government organs aid and influence the 
assertion of local autonomy, financially and with mate- 
rial resources. 


The Place of Local Governments in the Structure of 
Public Administration 


One of the most complicated and contradiction-laden 
systems of relations is the relationship between local 
governments and public administration, the dividing 
line between local and national public administration. 
Debate over the degree of centralization and decentral- 
ization arises most often in conjunction with this range 
of questions. 

Clarification of the relationship between self- 
government and deconcentration has been neglected, as 
a result of which: 


—Strong self-government “with wide-ranging responsi- 
bilities” has remained mostly a slogan; 
—Establishment of a system of deconcentrated agencies 


has taken place as a process mostly beyond the legis- 
lature’s control; 


—The strengthening of the system of regional prefects is 
still continuing: 
- And deconcentrated agencies dominate the interme- 
diate level of public administration. 
The division of public-administration functions between 
the state administration and local administrations 
develops primarily as a result of political decisions. 
Because of the obvious interest in the stability of public 
administration, however, this division cannot be a func- 
tion of everyday politics. 
A local government with comprehensive responsibilities 
is able to function independently only if it succeeds in 
balancing its functions with its powers, as well as the 
conditions for exercising power with the means of doing 
so. It is on the basis of such considerations that the local 
governments’ mandatory functions and their corre- 
sponding powers must be reexamined, and especially the 
funding of such functions from the state budget. 


According to the regulations now in force, “local public 
affairs are associated with providing public services for 
the population, with exercising executive power of the 
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local-government type, and with creating locally the 
pea = ee ec pet + pe Se i 
this.” The practice of assigning functions and powers to 
local governments has made it obvious that the above 
definition in itself is an unsuitable yardstick for circum- 
scribing local public affairs. Regulation must be per- 
fected on this basis so that extremes of both decentrali- 
zation and deconcentration will be excluded. 


Local Governments as Depositaries of Democratic 
Executive Power 


1. The regulations now in force have unambiguously 
placed the local government's council [hereinafter-: 
municipal council] at the center of decisionmaking. For 
local-government powers may be vested solely in a 
[directly] elected body; the council’s committees and the 

mayor may make decisions only within the scope of their 
dchegnted cutherity, taking into consideration the coun- 
cil’s instructions. 


The municipal council's status has been further strength- 
ened by the absolute ban on delegating authority in 
matters involving the municipality's basic rights. 


The establishment of committees and the election of 
their members have not always been guided by sensible 
considerations. Hence, the committees are functioning 
as individual, professional-political forums. Their 
activity, on the one hand, reflects the debates taking 
place at the council's sessions. And on the other hand, it 
strives for a consensus that bridges also the political 
differences. 


Certain provisions of the Local Government Law also 
are hampering the functioning of the municipal councils 
and their committees. In the absence of a fixed time 
limit, for instance, some municipal councils have not yet 
adopted their final rules of organization and procedure. 
The tallying of the votes, and the rules on exclusion from 
voting are causing problems; and so does the fact that the 
councils are unable to remove the chairmen and mem- 
bers of the committees, who are thus able to make 
themselves independent of the councils. 


According to the Socialists, there is no need for drastic 
changes in the way the councils function, or in the system 
of committees. The regulations now in force ensure the 
municipal council's dominant role; and the necessary 
coordination does not require—as some suggest—the 
establishment of an executive body with general 
authority. By virtue of their organizational autonomy, 
incidentally, local governments already are able to set up 
an executive committee, or even a board, with general 
authority. But statutory regulation will be essential to 
establish the political accountability of the municipal 
councils, their members and committees. To correct the 
omissions in the present regulations, the statute should 
regulate also the duties and accountability of the coun- 
cilmen, and coitta:s rules for removiny, ‘he chairmen and 
members of the committees. 
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incompatibility has resulted in 
between municipal 


SS eieneh eine anne eae, 
bers have been able to use this institution as a tool for 


taining to officials. The key issue here is the mode of 
electing the mayor. 
The efforts to make the direct clection of mayors wide- 
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serving as mayor must be abolished. 
Seneciohen telitedion ties tim aneeer bin to tadicen Oe 
right to decide whether he wishes to zrve without pay, 
but he should be able to change his standpoint on this 
issue only once during a term of of ice. By clarifying the 
rules on functions and scopes of authority, a sensible 
division of duties between the municipal council's clerk 
and the mayor must be worked out. 


The clerk's present legal status is one of the fundamental 
guarantees of democratic public administration. For that 
very reason, we oppose any conception that wants to 
subordinate the municipal council's clerk to the regional 
prefect. At the same time, we can only approve of 
broadening the clerk's authority to exercise the 
employer's righis, and his other managerial prerogatives, 
under the mayor's control. Only a well-trained, stable 
and unified staff of civil servants is able to ensure the 
effective functioning of public administration. In the 
Socialists’ opinion, the discriminatory provisions in the 
regulations against civil servants employed in local gov- 
ernment must be abolished. 

3. The framework-like statutory regulation of local ref- 
erendums and popular initiatives has likewise reinforced 
the dominance of the municipal council's powers. The 
municipalities have often set such criteria for the 
validity and success of local referendums and popular 
initiatives that precluded from the very outset the direct 
exercise of democracy. 

The municipal council's dominant powers are reflected 
also in the way the status of local government at the level 
of municipality divisions has evolved. Not only have the 
councils distanced themselves from their constituencies 
and civic groups, but they are also reluctant to share their 
powers with local governments in the municipality divi- 
sions. Omissions in the statutory regulations have also 
played a role in this. 
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In the interest of broadening tocal democracy, the Social- 
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{Part 5 of book “KIHIVASOK ES VALASZOK: 1994- 
1998” and Answers: 1994-1998"), the clec- 
tion of the Hungarian Socialist Party, Budapest, 
Verzal Litd., Jan 1994; “Foreign Policy, Security Policy”] 
[FBIS Translated Text] 


Foreign Policy's Objective, Role 


Like the vast majority of other countries, Hungary—due 
to its geographic location, size and other given condi- 
tions—is able to shape its international environment far 
less than the extent to which external conditions and 
their changes influence its security, economic and polit- 
ical stability, and development. Therefore, Hungarian 
foreign policy must strive primarily to utilize to the 
utmost, with due consideration for the objective limits, 
the possibilities stemming from the international condi- 
oun Aa Goo eume ne ond eithin Ge tained Roaiven 
possibilities, mostly the proper choice of priorities and 
emphases, the effectiveness of the set of instruments, and 
a suitable style determine how Hungary's relations 
develop with countries that are of importance to it, anc 
whether it will be able to join (and on whai terms) the 
various groups of countries, international organizations 
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regarding the intentions of Hungarian foreign policy. 
Well-balanced and peaceful international relations, and 
the country’s high international reputation are also con- 
ducive to private capital investment. 


Balance Sheet of the Antall Government's Foreign 


1. The international processes that unfolded in 1989- 
1990, and the change of political systems in Hungary 
broadened considerably the scope of Hungary's foreign 
policy, in comparison to what it had been before. The 
departure of Soviet troops from Hungary, dissolution of 
the Warsaw Pact and CEMA [Council for Mutual Eco- 
nomic Assistance], and the Soviet Union's subsequent 
disintegration removed the barriers imposed by our 
belonging to that bloc. Hungarian foreign policy no 
longer had to take into account foreign superpower 
interests; it was able to plan its actions by starting out 
from Hungary's national interests and from consider- 
ation of the international realitics. The country's polit- 
ical and economic system became suitable for linkup 
with the developed industrial democracies, and the 
West's reservations that Hungary's earlier international 
alignment had unavoidably evoked were dispelled. 


It is also true that, in terms of the system of foreigs: 
relations and the country's international reputation, the 
inheritance of the government taking office in the spring 
of 1990 was much more favorable than in other subject 
areas or in the neighboring, former s cialist countries. 
The foreign policy initiatives taken in the years pre- 
ceding the elections (the establishment of diplomatic 
relations with South Korea, Israel and the Vatican); the 
bold opening to the developed Western countries, the EC 
and the Council of Europe; and subsequently the 
opening of our borders to East German refugees 
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enhanced considerably the prestige of Hungarian forcign 
policy. The peaceful, constitutional nature of the change 
of political systems in Hungary further boosted Hun- 
gary’s international reputation. This positive assess- 
ment, the extensive and well-balanced system of forcign 
relations, as well as a foreign-affairs apparatus consisting 
overwhelmingly of well-trained experts, could have 
enabled the government to conduct an extremely suc- 
cessful foreign policy under the already mentioned 
favorable international conditions. 


As the culmination of processes begun years earlier, in 
1990 Hungary became a full-fledged member of the 
Council of Europe. Thereafter Hungary gained associate 
status in the North Atlantic Assembly, which functions 
as the parliamentary arm of NATO; then, together with 
the other former Warsaw Pact countries, Hungary joined 
in the work of the North Atlantic Cooperation Council 
[NACC] and concluded a Europe Agreement with the 
EC. High-level bilateral me tings with Western countries 
became even more frequent. 


2. At the same time, Hungary's earlier advantage. its 

privileged role in comparison with the other former 
socialist countries in the area, gradually ceased. By now, 
most of these countries have essentially worked off their 
earlier disadvantage and, in accordance with Western 
intentions, have established ties of similar intensity as 
Hungary's with the institutions of Western integration 
and their member states. Instead of proving successful, 
the government's occasionally spasmodic efforts to pre- 
serve its advantage, to constantly verify its “precedence” 
in order to extort some sort of privileged treatment, were 
more apt to annoy Western political circles. It is also 
noticeable that Hungarian foreign policy is devoting less 
attention to the development of relations with those 
Western countries where Socialists or Social Democrats 


are in power. 


The Warsaw Pact's dissolution revealed the previously 
latent differences between its former member states. the 
suspicions based on centuries-old mutual grievances. It 
is likewise a fact that governments unable to cope with 
their economic and social problems like to divert dissat- 
isfaction to some “scapegoat,” to an internal or external 
“enemy.” The efforts in some countries to build a 
homogeneous nation-state are strengthening nation- 
alism. These tendencies, and in conjunction with them 
also the inadequate enforcement of minority rights, the 
occasional or continuous violations of those rights, have 
severely strained in recent years Hungary's relations with 
some of its neighbors. 


Thus, solely Hungarian foreign policy cannot be blamed 


for the occasionally conspicuous heightening of tensions 
surrounding Hungary. But it is likewise undeniable that 


the often ambiguous statements, the articulations of a 
sense of mission that neighboring countries find offen- 
sive, the endless raking over of historical grievances, and 
the manifestations of irredentism that surface from time 
to time from the ranks of the ruling parties have further 
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intensified the tensions. A part of the problems probably 
could have been avoided by eliminating these [irritants], 
or by being more flexible, showing more initiative and 


for the rights of ethnic Hungarian minorities a precon- 
dition for the normalization of relations with the coun- 
tries concerned. The resounding statements that percep- 
tibly served also objectives of d-mestic and party 


tion, will be determining the scope of Hungary's foreign 
and security policy also after 1994. The most important 
characteristic of the new world order, which essentially is 


security risk, primarily in the Central and East European 
area. 


2. Characteristic of the Central and East European area 


constituting Hungary's immediate security-policy envi- 
ronment is the concurrence of relative stability and 
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. a social tensions intensified in every 
country within the area; this could undermine political 
stability and open the way for various extreme tenden- 
cies: for authoritarian aspirations that threaten democ- 
racy, and for radical nationalism that threatens ethnic 
minorities or neighboring countries. 

The effective range of the threats extends beyond the 
immediate regions, and even beyond the entire area 
itself. Gross violations of minority rights on a mass scale, 
ethnic cleansing or ethnic conflicts, the economic col- 
lapse of certain countries or their social problems 
becoming intolerable—all this could produce unmanage- 
able waves of refugees. By endangering the nuclear 


also cause an et. vironmental catastrophe. Consequently, 


grodictabie factor fiom the viewpolet of Central and 


of how Russia's internal conditions 


the 
develop. Will the reforms already begun continue, will a 
modern democratic system of institutions be created, 
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rity in the area. NATO, the EC, the Western European 
Union [WEU] and the Council of Europe were estab- 
lished during the years of cold war; their purpose was to 
defend Western strategic, economic and political inter- 
ests and democratic values, against the Soviet bloc or 
system. For decades, NATO was able to ward off all 


ability to act effectively, with a strong force and far afield 
from its own territory, against a military opponent in the 
conventional sense. But a settlement of the Yugoslav 
crisis, because of its entirely different nature, has 
exceeded NATO's abilities. 


The CSCE process, its system of institutions, and the 
Helsinki Final Document played an historic role in 


longed and worsening Yugoslav crisis shows—the 


In the long run the Council of Europe, which already 
comprises 32 countries as full-fledged members and 


lest the accessions change the insti 
acter formed over decades; bring new types of problems 


making. NATO members are reluctant to admit to their 
ranks the countries of unstable Central and East Europe 
with their strained mutual relations. They do not think it 
would be in their own best interest to commit themselves 
to guaranteeing the security of these countries. They are 
also considering the fact that Russia's leaders have 


sia’s borders, although officially they have not cast a veto 
(and, of course, are unable to do so). Experiencing the 


land, which is not a NATO member but belongs to the 
EU, and Denmark, which often adopts a dissenting 
standpoint within NATO, have been observer 
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